Customer Orientation, Innovation Competencies, and Firm Performance: A Proposed Conceptual Model  by Racela, Olimpia C.
 Procedia - Social and Behavioral Sciences  148 ( 2014 )  16 – 23 
Available online at www.sciencedirect.com
1877-0428 © 2014 Published by Elsevier Ltd. This is an open access article under the CC BY-NC-ND license 
(http://creativecommons.org/licenses/by-nc-nd/3.0/).
Selection and peer-review under responsibility of the 2nd International Conference on Strategic Innovative Marketing.
doi: 10.1016/j.sbspro.2014.07.010 
ScienceDirect
ICSIM 
Customer orientation, innovation competencies, and firm 
performance: A proposed conceptual model 
Olimpia C. Racela* 
Mahasarakham Business School, Mahasarakham University, Kantarawichai District, Mahasarakham, 44150, Thailand 
Abstract 
Many firms invest substantial resources to build innovation competencies. Firms exist to satisfy the needs of their target 
markets, and as such, building innovation competencies requires a strong set of organizational knowledge, abilities, and 
motivations to ensure that innovation activities are geared towards serving market needs and organizational goals. This paper 
presents an interdisciplinary view integrating literature from the disciplines of marketing, innovation, and organization studies 
and discusses the valuable role that a customer orientation may play in the development of innovation competencies and 
subsequent organizational outcomes. A customer orientation has often been criticized as constraining certain innovation 
processes. Nevertheless, since innovation is regarded as a knowledge-based capability, this paper posits that the execution of 
market-sensing, customer-relating, and customer-response capabilities lend to, rather than inhibit, innovation competencies. In 
describing innovation, the view taken here is on two distinct but interrelated concepts, namely creativity (i.e. idea generation 
and problem solving) and innovation (i.e. the implementation of creative ideas). A conceptual model, based on theoretical 
foundations from the dynamic capabilities perspective and resource advantage theory, is proposed linking customer 
orientation, creativity, innovation and firm performance. Theoretical contributions, practical implications, and future research 
directions are also discussed. 
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1. Introduction 
In the coming of the next decade, creativity and innovation capabilities are expected to be crucial factors for 
firms to build and sustain a competitive advantage, particularly for those firms in fast-changing market 
environments. Creativity and innovation capabilities can help firms develop unique marketing strategies and 
other distinctive organizational processes. Furthermore, such capabilities may enable a firm’s decision-makers to 
better cope with social and technological changes (Nelson, D. L. & Quick, J. C., 2006). Considering creativity 
and innovation as knowledge-based capabilities, these processes help the firm to build its competencies and to 
learn about new technologies that can be exploited in order to serve market demands.  
Building innovation competencies requires a strong set of organizational knowledge, abilities, and 
motivations to ensure that innovation activities are geared towards serving market needs and organizational goals. 
As a strategic orientation, a customer orientation provides the firm with the strategic direction to encourage 
appropriate behaviours that not only focus on creating superior customer value, but also foster a culture that is 
conducive to building innovation competencies (Day, G. S.. 1994). A customer orientation includes all the 
activities that are involved in acquiring information about customers in a market and in disseminating the 
information throughout the organization (Narver, J. C. & Slater, S. F., 1990). Such behaviours are related to 
gathering market intelligence about the current and future needs of customers and sharing that information 
throughout the firm (Gatignon, H. & Xuereb, J. M., 1997). Since this customer information must be transformed 
into knowledge, a customer orientation is linked to learning behaviours and to innovation capabilities (Han, J. K., 
Namwoon, K. & Srivastava, R. K., 1998). 
Prior research shows that strategic orientations do not have a direct influence on firm performance, but rather, 
their effects are mediated by firm learning behaviours (Zhou, K. Z., Brown, J. R., Dev, C. S. & Agarwal, S., 
2007). This paper focuses on the role of a customer orientation on organizational innovation. From a review of 
relevant innovation literature in marketing and organization studies, a conceptual model that links customer 
orientation to creativity capability, innovation capability, and firm performance is proposed. The remainder of 
this paper is as follows. The theoretical underpinnings of the proposed conceptual model are discussed in the next 
section, followed by a discussion on each of the key concepts of interest and the corresponding propositions. The 
theoretical and practical contributions, as well as suggestions for future research are presented at the end.  
2. Theoretical Underpinnings  
To explore the role of customer orientation on firm creativity, innovation, and performance, the conceptual 
model proposed in this paper is based on the theoretical underpinnings of dynamic capabilities and resource-
advantage (R-A) theory. The dynamic capabilities perspective emphasizes the strategic value of specific ‘higher-
order’ resources (i.e. dynamic capabilities) that allow an organization to create, extend, and modify its resource 
base for the creation and renewal of core competencies and competitive advantage (Helfat, C. E., Finkelstein, S., 
Mitchell, W., Peteraf, M., Singh, H., Teece, D., Winter, S. G., 2007). Several scholars claim that the 
organizational processes that are associated with a customer orientation are dynamic capabilities that foster 
innovation and renewal (Blocker, C. P., Flint, D. J., Myers, M. B. & Slater, S. F., 2011). In broad terms, 
customer-oriented processes of market sensing, customer relating, and customer-response are aimed at acquiring 
and transforming customer information into knowledge that can be used so that the firm can respond to customer 
needs.  
Resource-advantage (R-A) theory views the firm as an integrator of resources that are both heterogeneous and 
imperfectly mobile (Hunt, S. D., 1997). Heterogeneous resources can include a firm’s knowledge base about 
markets and other types of indigenous expertise, while imperfectly mobile resources are regarded as those 
resources that can be traded but are of more value within the firm. For instance, an organizational competency for 
transforming market intelligence into new market offers cannot be simply bought in the marketplace. Moreover, 
according to R-A theory, innovation is an endogenous resource whereby firms innovate to improve their resource 
position. Thus, in R-A theory, innovation plays a crucial role in gaining competitive advantage and achieving 
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superior performance. Based on these two perspectives, in fast-changing business environments, firms with 
customer-oriented capabilities will be better at executing knowledge-based innovation activities and processes in 
order to secure a competitive advantage and to achieve superior levels of performance. 
3. Conceptual Definitions and Propositions 
3.1. Customer Orientation 
A customer orientation has long been advocated as a business philosophy that leads to superior performance 
and firm profitability. The concept of a customer orientation has been used synonymously with the term ‘market 
orientation’ and it has been operationalized as a dimension of a market orientation construct (Narver, J. C. & 
Slater, S. F., 1990). Recognizing the distinct nature of a customer orientation from that of the broader market 
orientation construct, a growing number of studies have examined customer orientation as an isolated construct. 
Moreover, a customer orientation, with its traditional focus on ‘listening’ to customers, has its share of critics 
who cry out the detrimental effects of a customer orientation on organizational processes and performance 
(Christensen, C. M., Cook, S. & Hall, T., 2005). For these reasons, the customer orientation construct has been 
undergoing conceptual debate and empirical validation (Herhausen, D., 2011).  
For the specific purposes of this paper, customer orientation is regarded as a strategic orientation that reflects 
the firm’s ability to create and deliver superior customer value through the processing of market intelligence. 
This market intelligence involves the acquisition of customer information; the analyses of this information to 
create customer knowledge; the dissemination of customer knowledge throughout the firm; and the planning and 
coordinating of an organization-wide response, such as in solving customer problems or exploiting embryonic 
customer segments, that is based on what is learned from that market intelligence. 
Organizational capabilities that are related to the implementation of a customer orientation are market 
sensing, customer relating, and customer-response. Market sensing is the ability of the firm to identify trends and 
anticipate events in the market before competitors. This proactive sense is achieved from an organization-wide 
information-process that involves the continuous gathering of market intelligence, mutual sharing of customer 
information throughout the firm, and the interpretation of that information that creates customer knowledge 
(Heusinkveld, S., Benders, J. & van den Berg, R., 2009). Customer relating reflects the firm’s ability to retain and 
develop close relationships with customers and to foster organizational openness to sharing customer information 
throughout the firm so that it can be converted into knowledge (Day, G. S., 2003). Closer relationships are 
developed by more frequent interactions with customers, which help the firm to develop relational and 
intellectual assets, such as knowledge of the customers, that allow the firm to better anticipate and adopt 
appropriate responses to changes in an industry, customer group, or technology platform. Customer-response 
refers to the firm’s ability to satisfy customer needs through customer-response expertise, i.e. that the response 
effectively meets customer needs, and through customer response speed, i.e. quick actions (Jayachandran, S., 
Hewett, K. & Kaufman, P., 2004). These three capabilities ensure that all organizational activities and processes 
are effectively aimed toward anticipating and responding to dynamic market changes ahead of competitors. 
Based on this review of literature and this analysis of capabilities associated with a customer orientation, the 
following proposition is advanced: 
Proposition 1:  Market sensing, customer relating, and customer-response are salient dimensions of a 
customer orientation. 
3.2. Creativity and Innovation 
Innovation has been studied in many different disciplines including economics, engineering, science, 
sociology, and business. Consequently, the concept of innovation is often unclear and is sometimes confused 
with other terms such as invention, change, and creativity. In fact, much of the business literature uses the terms 
creativity and innovation interchangeably. This paper adopts the view of scholars who distinguish creativity from 
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innovation (Amabile, T. M., Conti, R., Coon, H., Lazenby, J. and Herron, M., 1996). Simply put, creativity is 
more of a cognitive process, such as in the generation of ideas or in solving problems, whereas innovation is 
action-oriented, as in the implementation of creative ideas.  
As a cognitive process, creativity can be described as the production of ideas that are novel and practical in 
any particular domain. Creativity has been explained at the individual and the organization level. Academic work 
on individual creativity has provided insights into motivations, creative thought processes, problem-solving 
approaches, and personal characteristics of the ‘creative person’ (Sternberg, R. J. (ed.), 1999). At the 
organizational level, research on creativity has examined the effects of group motivation, group creative-thinking 
approaches (e.g. brainstorming), and organizational support and climate (Bennis, W. G. & Biederman, P. W., 
1997). While much of the marketing literature has been concerned with the role of creativity in marketing 
domains, (e.g. product design, advertising creativity, marketing plan creativity), organization theorists have taken 
a much broader view, where creativity can also bring about new ideas in all functional domains and processes, 
such as those in operations, HR, procurement, and so on, to be performed differently or with greater efficiency, 
and more importantly, in ways that add value to the firm’s market offer.  
Creativity capability reflects the firm’s ability to generate purposeful new ideas for problem solving, process 
improvements, technological change, and market exploitation. Such capabilities comprise the routines and 
processes that enhance idea generation among organizational members. Because creativity is abstract, creativity 
capability can be determined by organizational processes, such as brainstorming and experimentation, and by 
output, such as the volume of ideas, the novelty of ideas, and the usefulness of ideas. One valuable process to 
create new ideas and insights is through the combination and recombination of knowledge and experiences from 
different sources, such as in crowdsourcing, which enhances the firm’s creativity as well as its opportunity 
recognition (Kogut, B. & Zander, U., 1992). Firm creativity corresponds to a learning process, which involves the 
acquisition and use of past and current information in order to better adapt and exploit future events. Such 
information that is disseminated throughout the firm can be acquired from the firm’s internal and external 
environments, which influence both the frequency and the level of creative behavior. Part of the firm’s 
understanding of the external environment is developed through its interactions with customers.  
Innovation is conceptualized in several different ways in organization studies. A widely adopted 
conceptualization is based on innovation type, such as product and process; radical and incremental; and 
administrative and technical (Damanpour, F., 1991). Irrespective of how it is defined, in an organizational 
context, innovation can be done to products, processes and services; it can be measured by degree, such as in 
incremental, radical, or breakthrough; and it can take place at different levels including individual, group, and 
organization (O’Sullivan, D. & Dooley, L., 2009).  
The concept of innovation can be defined as the successful implementation of useful creative ideas within the 
firm. Implementation can take place in areas such as design improvements, process improvements, and 
technology improvements. Innovation capability refers to the firm’s ability to continuously transform knowledge 
and ideas into new products, processes, and systems (e.g. technological, administrative, communication, etc.) for 
the benefit of the firm and its stakeholders (Lawson, B. & Samson, D., 2001).  
3.3. Customer Orientation, Creativity, and Innovation 
Research findings on the direct relationship between customer orientation and firm performance have been 
mixed, with some studies finding a positive relationship (Thoumrungroje, A. & Racela, O. C., 2013) and some 
others not (Noble, C. H., Sinha, R. K. & Kumar, A., 2002). As such, recent studies have examined the indirect 
effects of customer orientation on firm performance via other organizational processes, such as those related to 
innovation. It is through market-sensing and customer-relating that valuable market information is brought into 
the firm and which can be used to stimulate creativity within the firm. Market-sensing and customer-response 
capabilities enable the firm to continuously monitor customer trends and to respond to market changes while a 
potential strategic window of opportunity is open. Customer-relating through a variety of mechanisms such as 
customer surveys, customer service contact points, focus groups, trade shows, sales presentations and so on, can 
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capture unique information (e.g., related to market, competition, new technology, and customer preferences) that 
can be integrated into the firm’s creative routines over time. Approaches to generating novel ideas from 
customer-based information include interpretation of customer complaints, assessing sources of customer 
dissatisfaction, identifying and evaluating current and future customer demands (e.g. faster, cheaper, lighter, 
smaller), and making observations from buyer behaviours (Martin, S., 2013).  
The contributions that customers make to the generation of new ideas are viewed differently from scholars of 
different disciplines. Many marketing scholars tout the benefits of being customer-focused, with claims that firms 
should learn from lead-users and customers because they are valuable sources of novel product concepts (Slater 
and Narver). In contrast, some management scholars argue that customers do not always know what they need 
and that they may lack the foresight to express what they want in the future, and as such, depending too much on 
the voice of the customer for new ideas merely results in familiar ideas or neglect of a risky but fruitful 
technology opportunity (Bower, J. L. & Christensen, C. M., 1995). However, literature on organizational 
creativity suggests that such customer ambiguities can lead to different interpretations and opinions by 
organizational members. These differences represent conflicting views and a greater diversity in thought 
processes, which may generate more and better creative ideas. 
Empirical results of the effect of customer orientation on creativity are mixed. Spanjol, Qualls and Rosa 
(2011) found a positive influence of customer orientation on new product ideation, but no influence on product 
ideation volume. Likewise, Im and Workman (2004), found from their study that customer orientation has a 
positive influence on the meaningfulness of new products and of marketing programs, a negative influence on the 
novelty of new products, and no influence on the novelty of marketing programs. While these studies suggest that 
a customer orientation may be less encouraging to foster new product ideas, the strategic orientation is still 
valuable in having a positive influence on other creative activities and processes of the firm. This is because 
customer information is not only used for generating new product ideas. Sharing and disseminating customer 
information throughout the firm is characteristic of customer-oriented firms and reflects internal communication 
among functional units and work teams. Prior studies have shown that internal communication has a positive 
influence on firm creativity, and that the constraints on communication channels and information flow decrease 
firm creativity (Damanpour). Therefore, based on this prior discussion, the following proposition is advanced: 
Proposition 2:  In highly customer-oriented firms, creativity capability is strong. 
For firms that are committed to providing superior customer value, innovation seems to be an inherent aspect 
of doing business simply because the focus on satisfying customers requires the firm to respond to anticipated 
changes in customers’ needs, wants, and/or preferences for a market offer. Critics of a customer-focus, however, 
argue that customer input typically leads to innovations that are imitations, incremental, or unnecessary. 
Interestingly, findings from a recent study reveal that firms that focus on both customer acquisition and customer 
retention encourage greater investments in radical innovation and fewer investments on incremental ones 
(Arnold, T. J., Fang, E., Palmatier, R. W., 2011). 
A firm’s customer-responding capability sees to it that innovation is executed in areas of the firm from which 
customer value will be enhanced. In essence, the creation of superior customer value may extend beyond mere 
product innovations, as customer-oriented firms will implement creativity and innovation throughout their entire 
business systems (Parsons, A. J., 1991). For instance, market intelligence may reveal the need for the firm to 
utilize a new technology or to make an improvement to an existing technology in order to satisfy customer 
demands. Empirical findings reveal that customer orientation has a significant positive influence on technical 
innovations, i.e. products, services, and production process technology as well as on administrative innovations, 
i.e. organizational structure and administrative processes in banking firms (Han, Namwoon, & Srivastava). More 
recent research suggests that the customer orientation—innovation relationship is much more complex. DeLuca 
(De Luca, L. M., Verona, G. & Vicari, S., 2010) found that customer orientation is only valuable to R&D 
effectiveness when there is a high level of knowledge integration within the firm. These prior studies suggest that 
customer-orientation and customer knowledge influence innovation in other areas of the business; therefore, the 
following proposition is given: 
Proposition 3:  In highly customer-oriented firms, innovation capability is strong. 
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3.4. Creativity, Innovation, and Performance 
Although the concept of creativity is distinct from that of innovation, the two are interrelated, with 
presumptions made that “ideas are useless unless used,” (Levitt, T., 1963) and that, “all innovation begins with 
creative ideas,” (Amabile, T. M., Conti, R., Coon, H., Lazenby, J. and Herron, M., 1996). The belief that 
creativity leads to innovation is so intuitive that research on the creativity—innovation relationship is sparse. A 
review of these relevant studies, however, suggests that transforming ideas into innovation is not so 
straightforward. Merely producing creative ideas does not ensure their implementation (Sohn, S. & Jung, C., 
2010), as other organizational factors such as perceived risk, motivation, and social support are necessary for 
innovation to actually occur (Baer, M., 2012).  
Customer orientation may enhance the presence of organizational factors that are instrumental in putting ideas 
into action. For instance, customer knowledge not only results in the generation of more useful ideas, but also 
enhances motivation and reduces perceived risk because it justifies the need for the firm to pursue an innovation 
action, e.g. new technology adoption, new service process (Jayachandran, Hewett, & Kaufman). Thus, learning 
about customers to assess the extent of risk involved in an innovation action is important for the firm to pursue a 
course of action in responding to customers. In sum, while creativity is an important characteristic for firms to 
stay novel, the mere production of ideas, regardless of quantity or practicality, has no direct impact on a firm’s 
performance. Instead, ideas must be put into effect for innovation to take place, and finally for performance 
outcomes to be realized. Therefore, it is posited that: 
Proposition 4:  In customer-oriented firms, creativity capability fosters firm performance through 
innovation capability. 
3.5. Innovation Capabilities and Firm Performance 
Innovations that are enacted within the firm can achieve superior performance in virtually all areas of the 
business. Because of the significant financial resources and risks associated with innovation, there are a large 
number of studies that have examined the outcomes of innovation. Much of the empirical evidence on innovation 
and firm performance supports a significant positive relationship. From a meta-analysis of 159 studies that 
examined the innovation—performance relationship, a positive and strong relationship between innovation and 
firm value (e.g. stock market performance, market capitalization), market position (e.g. sales growth, market 
share), and financial position (e.g. profitability, ROI) (Rubera, G. & Kirca A. H., 2012) was detected after 
controlling for all moderating effects. However, very little is known about the effects of innovation on firm 
performance under various strategic orientations. Nonetheless, there is some empirical evidence that suggests a 
customer orientation contributes more to innovation and firm performance than does a competitor orientation 
(Han, Namwoon, & Srivastava). Therefore,  
Proposition 5: In highly customer-oriented firms, innovation capability leads to superior firm 
performance. 
The conceptual model depicting the relationships among the concepts of this paper is presented in figure 1. 
 
 
 
 
Fig. 1   Proposed Conceptual Model 
22   Olimpia C. Racela /  Procedia - Social and Behavioral Sciences  148 ( 2014 )  16 – 23 
4. Implications and Conclusion 
This paper sets out to discuss the relationships between customer orientation, creativity, innovation, and firm 
performance and posits that creativity capability and innovation capability may thrive in the context of a 
customer-oriented firm. In this paper, perspectives from dynamic capabilities and resource-advantage theory are 
applied to propose a conceptual model depicting the hypothesized relationships among the constructs. Thus, the 
paper makes a theoretical contribution by postulating that customer orientation, as a knowledge-creating 
capability, is a dynamic capability and that it plays a valuable role in building innovation as a resource-advantage 
of the firm. This paper also offers managerial implications by explaining the distinct nature of creativity and 
innovation in an organizational setting. Thus, managers must understand that while the pursuit of fostering a 
creative organization may generate more ideas to differentiate, to change, or to improve a firm’s business 
processes and market offers, it is innovation, i.e. actual implementation of practical creative ideas that leads to 
superior business performance.  
Due to limited empirical evidence of the influence of customer orientation, and its corresponding capabilities 
on firm creativity and innovation, further research in this area is warranted. An empirical analysis of the effects 
of an aggregate customer orientation and those of a component-wise customer orientation effects construct on 
creativity, innovation and performance would reveal whether customer orientation activities are indeed useful in 
enhancing the innovation capabilities of the firm. In addition, future research must consider conditions of a 
turbulent environment for which dynamic capabilities are more prevalent, as well as the inclusion of other 
potential contextual influences such as industry type, firm size and age, and customer types. 
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